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SPAIN - KEY ECONOMIC INDICATORS 


All values in millions of current U.S. dollars unless otherwise stated. 


Average exchange rates: US$1.00 = Ptas. 76.67 (1978); Ptas. 67.13 (1979); 
Ptas. 69.05 (1980-first 6 months) : 


% Change Available 
Income, Production, Employment 1978 1979 1979/1978 1980 


GDP at current prices 139, 548 187 ,048 14.4 a/ - 
GDP at constant (1970) prices 50,422 50,825 0.8 a/ - 
Per capita GDP at current prices 

(US$ 3,771 4,995 13.0 a/ 
Industrial production index 

(1972 = 100) 142.1 141.0 --0.7 
Index of housing under con- 

struction (1962 = 100) 346.5 299.8 -13.5 
Index of average hourly wages 

(1970 = 100) 549.5 679.3 23.6 
Labor force (millions) 13.2 13.1 - 0.5 
Unemployed (millions) 1.1 1.3 18.2 
Unemployment rate (%) 8.2 10.1 - 


Money and Prices (end of period) 
Money Supply (M-3) 

(billions of pesetas) 8,438 10,039 
Central Bank discount rate (%) 8.0 8.0 
Consumer price index (1976 = 100) 159.0 183.7 
Wholesale price index (1955 = 100) 548.7 598.9 


Balance of Payments and Trade 


Gold and Foreign Exchange 
Reserves 10,015 13,117 ‘ 12,850 
External debt (Public & Private) 14.727 16,621 ; 17,253 
Exports, FOB 13,480 18,352 : 6 ,837 
U.S. Share (%) 9.3 7.0 4, 
EEC Share (2%) 45.7 48.0 - 
Imports, CIF 18,780 25,609 ‘ 11,282 
U.S. Share (%) $3.0 12.4 43; 
EEC Share “(%) 34.7 35.6 - - 
Trade balance - 5,350 - 7,257 36.9 - 
Current account balance 1,632 1,182 -27.6 - 


Main imports from U.S. (1979): Soybeans and meal, $564.9; corn, $387.4; 
iron and steel scrap, $170.7; airplanes and parts, $162.0; data processing 
equipment, $125.0; and coking coal, $83.0. 


Main exports to U.S. (1979): footwear, $277.9; tires, $78.0; olives, $69.3; 
iron and steel sheet, $55.4; zinc, $39.4; and iron and steel profiles, $34.5. 


NOTES: a) percentage changes are made using actual peseta amounts since exchange 
rate fluctuations make changes in dollar amounts misleading; b) March 1980; 
c) February 1980; d) Second quarter 1980; e) May 1980; f) June 1980; 
g) July 1980; h) April 1980. 


Major Sources: Bank of Spain's Annual Report and Statistical Bulletin; National 
Statistics Institute's Survey of Active Population and Current Economic Indicators; 
and Ministry of Commerce's Trade Statistics. 
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SUMMARY 


The Spanish economy is suffering the energy and other ills 

of the broader world economy. Real economic growth in 1979 
slowed to a level of less than 1 percent, unemployment 

stands at over 11 percent and is still rising, and consumer 
price inflation is running at 16 percent. The balance of 
payments on current account will turn decisively into the 

red this year, after two years of surpluses in excess of 

$1 billion; however, Spain's healthy foreign exchange reserve 
position and easy access to international capital markets 
will prevent the deficit from becoming an immediate worry. 


A near record 1980 agricultural harvest will partly compen- 
sate for stagnant industrial output. Fixed capital invest- 
ment continues its four-year decline as domestic business 

is reluctant to invest in the current economic flux. In 
contrast, foreign private investors are bullish on Spain. A 
prime attraction is Spain's projected integration into the 
European Economic Community (EEC). 


Entry into the EEC will require an adjustment and reorganiza- 
tion of some of Spain's industrial sector. Government plans 
for this restructuring have already been initiated. Addition- 
ally, Spain has begun to reduce its heavy reliance on imported 
energy by planning major expansions of coal and nuclear power. 
These investment and reorganization plans should keep Spain 

as one of the fastest growing markets for U.S. exporters in 
the near future. The position of our price-sensitive exports 
has improved both due to trade liberalization measures under- 
taken by the Government of Spain and to the strong exchange 
value of the peseta against the U.S. dollar. 


ECONOMIC SITUATION AND TRENDS 
Recent Trends 


For the past seven years, Spain has suffered from the same 
economic constraints which have affected other industrialized 
countries: high energy prices and slow growth of world trade. 
The combination of these constraints, along with some purely 
domestic structural problems,have reduced the level of eco- 
nomic growth and increased the level of inflation. In combat- 
ing the effects of stagflation, Spain achieved early success 
in 1977 and 1978; however, 1979 and the first half of 1980 

saw a renewed deterioration as the combined weight of these 
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basic economic factors, along with the Government's inability 
to formulate a broadly accepted plan of action, forced the 
economy back down. 


In July 1977, faced with a rate of inflation approaching 

30 percent, a rapidly expanding current account deficit, and 
considerable pressure against the exchange rate, Spain depre- 
ciated the peseta by about 20 percent against the U.S. dollar 
and tightened monetary policy. These measures were followed 
up in October 1977 by a stabilization program designed to 
improve Spain's external trade and payments positions and 
reduce the rate of inflation. This program, the Moncloa 
Pacts, was signed by representatives of all leading political 
parties and committed the signatories to support the austerity 
and reform measures planned for 1978. 


The program achieved considerable success. After registering 
a deficit of $2.2 billion in 1977, Spain's current account 
moved to a surplus of $1.6 billion in 1978, assisted by a 
strong surge in exports. Inflation dropped almost 10 per- 
centage points from 26.4 percent in 1977 to 16.5 percent in 
1978. Economic growth was a respectable 2.5 percent; however, 
unemployment began to rise from 6.3 percent in 1977 to 8.2 
percent in 1978. 


These achievements appear even more remarkable when viewed 
against a background of important changes in the economy and 
society as a whole--the consolidation of political democracy, 
the emergence of vigorous labor union activity, the initia- 
tion of movements toward regional autonomy, the substantial 
reduction in non-tariff and tariff barriers, and the imple- 
mentation of a wide-ranging reform of the fiscal system. 


Although an improved external account was an objective of the 
stabilization program, this payments improvement also brought 
some liabilities. In addition to a surplus on current account, 
private borrowing continued on a substantial scale, and 
foreign exchange reserves rose by $4 billion, reaching $10 
billion at the end of 1978. This large and growing external 
surplus, combined with a tight domestic credit policy, placed 
considerable upward pressure on the exchange rate. By early 
1979, the value of the peseta against the U.S. dollar had 
appreciated to a lev2l above that prior to the July 1977 de- 
valuation. 


During 1979, the Government shifted its focus toward a cautious 
simulation of the economy. Its goals were to raise growth 
to 4-5 percent and reduce the rate of inflation to 10 percent. 





These goals proved illusive, due to a combination of sharp 
increases in energy costs accompanied by a resurgence of 
inflationary pressure. Instead, real growth slowed to 0.8 
percent, inflation dropped only one percentage point to 15.5 
percent, and unemployment soared to 10.1 percent. The balance 
of payments on current account continued to register a surplus 
in 1979, reaching almost $1.2 billion. Foreign exchange 
reserves increased an additional $3 billion to $13 billion, 
putting more upward pressure on the peseta. 


Since the turnaround in the external position, the principal 
goal of economic policymakers has been to promote economic 
growth and employment without jeopardizing progress on reduc- 
ing the rate of inflation. In the medium term, major struc- 
tural reforms in industry and finance are planned in prepara- 
tion for Spain's entry into the European Economic Community 
(EEC). These changes,combined with the implementation of 
Spain's National Energy Plan, designed to reduce its depend- 
ence on imported oil by increasing investment in coal and 
nuclear energy, will provide excellent opportunities for U.S. 
sales and investment. 


CURRENT ECONOMIC SITUATION 


Growth and Employment 


Mid-year estimates indicate that 1980 will be a year of little 
or no economic growth for the Spanish economy despite an 
expected strong surge in.agricultural production. Industrial 
production is stagnant and the services sector is suffering 
from a 9-percent drop in the number of tourist visits during 
the first five months of the year. 


Low growth will make it difficult to combat rising unemploy- 
ment, which reached 11.2 percent of the active labor in the 
first quarter of 1980 and is expected to climb to 12-13 per 
cent by the end of the year. 


The Government has addressed rising unemployment by increasing 
benefits to the unemployed and providing subsidies to money- 
losing public and private enterprises to maintain production 
and employment. The drawback to this policy, however, is that 
it has multiplied the public sector deficit. Additional 
demands are placed on the budget by the urgent need to increase 
public investment. The financing of this higher deficit could 
contribute to increased inflationary pressure in the coming 
year. 





Agriculture 


Total Agricultural output in 1980 may be above the 1978 record 
year. Cultivated crops, which account for 60 percent of agri- 
cultural value, are progressing very well, and bumper yields 
are expected in nearly all cereals, olives, wine grapes, 
citrus, and vegetables. Livestock production is expected to 
maintain the high level of output reached in 1979. Production 
of pork and poultry should fluctuate about 5 percent from the 
1979 level and beef production may increase slightly in 
response to firm consumer demand. 


Foreign Trade and Payments 


Through April 1980, imports jumped 57 percent to $11.3 billion 
while exports increased 22 percent to $6.8 billion, leaving a 
trade deficit of $4.4 billion, 183 percent bigger than the 
deficit recorded in the first four months of 1979. The higher 
price of crude petroleum was responsible for a large part of 
the increased import value, although petroleum import volume 
was also up by 12 percent. While the value of crude oil 
imports was up 127 percent, the value of non-oil imports also 
grew by 38 percent. The deterioration in the trade account 

is expected to continue during the balance of 1980, and it is 
almost wholly related to a worsening of the terms of trade and 
projected decline in growth of Spain's export markets. 


The services sector, however, should continue to provide a 
boost to the balance of payments. Even though tourist 

visits are down by over 1 million people, earnings from 
tourism are up almost 11 percent to $1.7 billion through 

April. Despite the growing trade deficit, Spain's low debt 
service ratio and relatively high level of reserves make it 

a sought-after customer in international money markets. Inflows 
of capital, both loans and direct investments, combined with 

a moderate drawdown of reserves will. finance the 1980 current 
account deficit without problem. 


Investment 


The rate of growth in fixed capital investment has been nega- 
tive in each of the past four years. A low level of business 
confidence on the part of domestic investors is a prime cause 
for this declining investment rate. Factors cited by Spanish 
businesses for the lack of confidence are uncertainty regard- 
ing government economic policy, the lack of labor peace, 
changes in economic and commercial legislation, and a lack of 
profits. 
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This attitude contrasts markedly with that of foreign private 
investors, who are decidedly bullish on investment in Spain. 
In 1979, Spain received about $1.1 billion in direct foreign 
investment, with 42 percent from the U.S. Almost $400 million 
in new investment approvals were granted in the first five 
months of 1980 alone. Attractive factors include competitive 
labor costs, an important domestic market, future integration 
into the EEC and a welcome mat for foreign investors which 
includes a number of generous tax and investment incentives. 
General Motors is in the process of locating in Spain the 
largest new investment in its corporate history and will 

thus join Ford as a Spanish manufacturer of automobiles mainly 
for the export market. The sizeable U.S. business investments 
in Spain are substantially larger than those of any other 
foreign nation, although so far in 1980 the largest single 

new foreign investor has been the Federal Republic of Germany. 


Industrial Adjustment 


A rapid increase in the productivity of older Spanish industry 
is an essential prerequisite for continued growth of output 
and employment, and for entry into the EEC. Special plans 

to restructure ailing industries have already been initiated, 
particularly in the heavily protected steel and shipbuilding 
sectors. These plans provide for financing new investment, 
for cancellation of accumulated debt, and for substantial 
reductions in the labor force. 


In addition to steel and shipbuilding, which are mixed enter- 
prises, the Government has also begun to tackle the problem 
of private sector companies in financial difficulties. In 

the past, these companies were often nationalized to maintain 
employment. Spain's new policy, however, is to help such com- 
panies reorganize, restore them to viability and return them 
to private, and sometimes foreign, control. Needless to say, 
both these policies are very difficult and expensive to carry 
out but at least a start has been made in a few key areas. 


Energy Policy 


Spain is heavily dependent on imported-.oil, which accounts 
for about two-thirds of Spain's primary energy requirements 
and about 30 percent of its imports. In the past, energy 
policy was directed primarily toward promoting industrial 
development. The prices of heating and diesel oil were kept 
artificially low by the state trading agency, while gasoline 





prices were set relatively high. While this policy continues, 
a National Energy Plan was introduced in mid-1979 whose major 
objectives are to reduce significantly Spain's reliance on 
imported energy by major expansions of coal production and 
nuclear power and to moderate consumption. The plan calls 
for investments of $9.5 billion over the next four years. 

U.S. suppliers should be lively competitors in bidding for 
contracts implemented under this plan. 


Implication for U.S. Business 


It is paradoxical that while Spain's economy continues to be 
in the doldrums the country is nevertheless an increasingly 
attractive export market for U.S. traders. Spanish imports 
from the U.S. grew by more than 25 percent between 1978 and 
1979, from $2.5 billion to $3.2 billion. In 1980 U.S. imports 
are increasing at a rate of more than 40 percent and should 
reach a level of $4.5 billion by year's end. 


Much of the increase in Spanish imports in general, and those 
from the U.S. in particular, may be attributed to the near 
elimination of import quotas and to Spanish tariff reductions 
which are symptomatic both of Spain's preparations to join the 
EEC as well as the end of an era of import-substitution-based 
industrial policy. It continues to be Spanish Government 
policy to open the economy to market forces and to help con- 
trol inflation by allowing a relatively free flow of imports 
into the country. And, while it may be argued that the peseta 
is presently over valued against the dollar, there is little 
evidence that any major devaluation is in sight. 


As the trade figures demonstrate, U.S. traders are moving 
quickly to take advantage of this attractive market across a 
very wide spectrum of products which range from agricultural 
commodities, iron and steel scrap, coal and chemicals, to a 
variety of finished goods in the transport, electronic, indus- 
trial and technical sectors, as well as an increasing number 
of consumer products. 


The U.S. Department of Commerce, through the Foreign Commercial 
Service (FCS) office in the U.S. Embassy in Madrid, plans a 
number of promotional events over the next two years in fields 
where strong market.demand has been discerned. These include 
laboratory, medical, and scientific instruments;* electronic 





data processing equipment and office machines; poultry process- 
ing equipment; health care equipment; and solar energy material 
and technology. (All in fiscal year 1981--i.e., October 1980 
through September 1981.) 


In fiscal year 1982 preliminary plans are to participate 

in the following promotional events: pollution control, air 
conditioning and refrigeration equipment and instrumentation; 
computers and peripherals; scientific, industrial, and labora- 
tory instruments; and footwear. 


Information on promotional events in Spain is available in 
the Department of Commerce in Washington, D.C. 


In addition to the foregoing, the FCS in Madrid has noted a 
strong interest in Spain in all phases of the energy market. 

Of special importance is Spain's reawakened interest in coal. 
Certain industries (chiefly in electric energy and cement 
production) have been instructed to convert from petroleum to 
coal. This is to diversify the country's sources of imported 
fuel, as well as to take greater advantage of coal deposits 
within Spain. The latter, however, produce low-grade coal 
which must be mixed with higher grade imported coal in order 

to achieve adequate qualities for industrial use. Trade oppor- 
tunities exist both in coal itself, as well as coal transport 
equipment and advanced coal utilization material and technology. 


Finally, FCS Madrid is active, in cooperation with the U.S. 
Travel Service, in promoting tourism to the U.S. Over 100,000 
Spanish visitors will visit the U.S. during 1980. This is an 
active and rapidly expanding market with growth rate currently 
estimated at over 30 percent. American firms with an interest 
in the travel sector should be aware of a tourism fair "Fitur 
*81" which will take place in Madrid in February 1981 and in 
which FCS Madrid plans to mount a U.S. pavilion. 


U.S. companies interested in marketing their goods or services 
in Spain should consider the various facilities that the U.S. 
Government offers in order to help enter this market. These 
are available at the nearest District Office of the U.S. 
Department of Commerce. The FCS maintains offices 

at the American Embassy in Madrid (Serrano 75, Madrid 6; tele- 
phone 276 36 00, Telex 27763 AmEmb E) and the American Consulate 
in Barcelona (Via Layetana 33, Barcelona 3, telephone 319 95 50, 
Telex 52672 CGBAR E). The American Chamber of Commerce in 
Spain is also willing to assist sales here. The Chamber's 
headquarters is located at Edificio Torre de Barcelona, Diago- 
nal 477, Barcelona 36, Spain; the Chamber also has an office 

in Madrid located in the Hotel Eurobuilding, Office 9-A, Calle 
Padre Damian 23, Madrid 16, Spain. 
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